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INTRODUCTION
This study focuses to find out the impact of foreign aid on economic growth of Pakistan. It is generally thought that foreign aid is a way through which rich countries help poor countries for its population well-being and for its economic and institutional development. Through foreign aid, developing countries can get the foreign currency and it can help a poor country to invest in different project for the betterment of its citizens. Therefore, this study aims to find out whether foreign aid has helped Pakistan or not.
Economic Growth Defined
In this study economic growth of Pakistan is being measured by the growth rate in Gross Domestic Product. According to McConnel Brue, Book of Economics (1996) economic growth can be defined and measured with an increase in real GDP occurring over a period of time. According to a research GDP is the final value of goods and services produced in a country within a year. GDP measures the national income and output for a given country's economy (Awan, 2015) .
Foreign Aid Defined
Foreign Aid or Foreign Grant or Foreign Economic Assistance is simply the grant received by foreign countries. According to Dr. Ishrat Hussain, foreign aid comprises of Project Assistance (Foreign grant that covers the cost of machinery and equipment for projects), Commodity Assistance (Grant that covers imports of industrial raw material and essential consumer goods) Technical Assistance (Grant of Experts/Advisory Services, training facilities abroad and supply of supply of equipment for purposes of training and demonstration) and Other Grants (such as Relief Aid).
Foreign Aid Received by Pakistan
Since its inception, Pakistan has received huge amount of foreign aid. According to Economic Survey of Pakistan, our country had received 10,499 Million Dollars in 25 years from 1991-2015. The data for foreign aid received by Pakistan of 25 years is given below:
Source: Economic Survey of Pakistan 1991 Pakistan -2015 Pakistan has remained on the top in the list of Countries that Receive Highest International Aid in the World (see the graph below). 
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Donors of Foreign Aid of Pakistan
United States has remained one of the main donors of foreign aid in Pakistan. It has supported Pakistan through different programs such as Economic Support Fund (ESF), Global Health and Child Survival-USAID (GHCS-USAID), International Narcotics Control and Law Enforcement (INCLE) and Nonproliferation, Antiterrorism, Demining and Related Programs (NADR). But US is not the only donor, Pakistan has also received foreign aid from United Kingdom, Japan, Russia and China.
Types of Foreign Aid Received by Pakistan
Pakistan had received foreign aid for both long term and short term assistance. Long term assistance further includes project and non-project (such as food, non-food and balance of payment) purpose. Apart from this it also includes aid for Afghan Refugees and Earthquake Rehabilitation Assistance. In 2015 the composition of foreign aid was as following:
Source: Economic Survey of Pakistan 2015
Role of Foreign Aid on Economic Growth of Pakistan
Impact of foreign aid on economic growth of Pakistan is a controversial topic. Empirical literature showed mixed result, some of the research found that foreign aid has positive impact on the economic growth of Pakistan (Luqman et.al 2013) while others found showed a negative relationship between both the variables (Awan, 2015) .
Some researchers concluded that foreign aid increase economic growth as it increases the foreign capital inflow in the country. Other researchers said that foreign aid negatively impact the economic growth of countries as foreign capital inflow does not affect economic growth unless there is no effective utilization of those funds.
Research Gap
This study provides an updated results that shows the impact of foreign aid on economic growth of Pakistan using data of 25 years; from 1991 to 2015. Previously many researches has been done on this topic in Pakistan and around the world but all of them, except one or two, has taken only 2 variables that are foreign aid as independent variable and GDP of a country as dependent variable. Contrary to other researches, our study has 4 variables that as foreign aid as independent variable while GDP, government expenditure and domestic savings as dependent variables. The purpose of choosing these two additional dependent variables is increase/decrease in government expenditure and domestic savings ultimately increase/decrease GDP of the country (Khan and Rahim, 1989) . Therefore our study, separately, focuses to find out the impact of foreign aid on government expenditure and domestic saving and then it shows the impact of foreign aid on GDP of the Pakistan.
Variables, Data Range and Model Used
Our research has one independent variable that is foreign aid coming in Pakistan while the dependent variables are growth rate of GDP, domestic savings and government expenditure. This study estimates the impact of foreign aid on economic growth of Pakistan from 1990 to 2015. Linear Regression or Simple Regression Model is used to evaluate this impact.
Objective of Research
Since Pakistan is at 15thposition among the highest receivers of International Aid, this research aims to find out how this foreign aid has helped Pakistan and what improvements our country has made after receiving such big amount of aid. This study will help to find out that whether foreign aid is really a blessing or a curse for Pakistan.
Research Questions
Does foreign aid effect GDP of Pakistan? Does foreign aid effect domestic savings of Pakistan? Does foreign aid effect government expenditure of Pakistan?
Research Hypothesis

01
H : There is no relationship between foreign aid and government expenditure of Pakistan. 
LITERATURE REVIEW
Researches in Pakistan
Awan (2015) conducted a research to find out the impact of foreign aid on economic growth of Pakistan. Dependent and independent variables were real growth rate of GDP and foreign aid respectively. The data used was for the period of 1980-2012. Using Ordinary Least Square Method this study found that foreign aid has negative impact on the GDP of Pakistan.
Mehmood et.al (2015) conducts the research with aim of observing the effect of Foreign Aid on economic performance and also on the key indicators of the economy. The research comprises of data for the period of 1971 to 2010. The methodology used in this study is Johansen Cointegration Approach, the variables selected are Foreign Aid as Independent variable, GDP and government expenditures as dependent variables. The Findings of study proves that Foreign Aid has positive impact on economy of Pakistan which ultimately has impact on government expenditures and domestic savings.
Liaquat et al. (2016) observed that Pakistan is not showing maximum possible exports to its major trading partner and there exist lot of potential to increase its exports. The results of their study predicts that Pakistan's bilateral exports flows increases with increase in GDP of importing countries and will decrease by increase in population or market size and distance of importing countries.
Hossain (2013) focused to find out the effect of foreign aid on economic growth of Bangladesh. Foreign aid was independent variable while dependent variable was GDP growth of Bangladesh. The data range chosen for this research was 1980 to 2012 and linear regression model was used to find out the results. Model's results showed that foreign aid has positive impact on GDP of Bangladesh.
Luqman et.al (2013) focuses to find that whether the foreign aid contributes in economic growth of Pakistan or not. The analysis is based on time series data for the period of 1972-2011. The study has used the Auto Regressive Distributed Lag (ARDL). The variables included GDP as a dependent variable and Foreign Assistance as independent variable. The findings of study supported the claim that financial sector has developed due to inflow foreign assistance and secondly that foreign aid has also positively impact economic growth.
Ahmed et.al (2011) focused to investigate the impact of foreign aid on Pakistan's economic development. This research used data for the period of 1990-2010 and Time Series Method. The dependent variable was foreign aid while GDP was used as independent variable. The results of the study showed that foreign aid has positive impact on Pakistan's economic development Javid and Qayyum (2008) did a research to find the nexus between foreign aid and growth of Pakistan. Foreign aid was the independent variable while the dependent variable was GDP growth. The researchers used the data range from 1960 to 2008 and ARDL cointegration approach. The results showed that foreign aid has insignificant and positive impact on GDP in long run while it has negative and significant impact on GDP in short run.
Shaikh (2008) conducted a study to find out the impact of foreign aid on economic growth of Pakistan. The study used per capita GDP as dependent and foreign aid as independent variable. The researcher collected the data of 1972-2008 and used Ordinary Least Square Method. This study revealed that foreign aid has negative impact on per capita GDP of Pakistan and hence it has negative impact on economic growth of Pakistan.
Khan and Ahmad (2006) conducted a study to find out whether foreign aid is a blessing or curse for the economic growth of Pakistan. To find out this impact the two researchers took Foreign aid as their independent variable while GDP was dependent variable. The data range was from 1972-2006 and the ARDL Model was used. Results showed that foreign aid has insignificant impact on economic growth of Pakistan. Hence they concluded that foreign aid is not a blessing for Pakistan and therefore it should reduce its dependence on foreign aid.
Mohey-ud-din (2005) studied the effect of foreign aid on economic growth of Pakistan. Foreign aid was the independent variable while GDP and BOP were the dependent variables. To find this impact the researcher used data from 1960 to 2002 and Quadratic Regression Model. Results showed that foreign aid can have positive impact on GDP as it helps to overcome BOP deficit only if appropriate fiscal, monetary and trade policies are implemented.
Mullick (2004) studied the impact of foreign aid on Pakistan's economic growth after the tragedy of 9/11. The study conducted on the data for the period . The methodology used was Ordinary Least Square Method, the dependent variable is percentage change in GDP and independent variable was US economic aid. The results of the study revealed that foreign aid has positive relationship with economic growth of Pakistan. He also suggested that foreign aid is important for Pakistan's sustaining development Khan and Rahim (1989) studies the effect of foreign aid on domestic savings and economic growth of Pakistan. Foreign aid was the independent variable while domestic savings and GDP was the dependent variable. The data range of 28 years was used that is from 1960 to 1988. Using regression analysis they found that foreign aid has positive but insignificant impact on the economic growth of Pakistan.
Researches around the World
Albiman (2016) found out the impact of large inflows of foreign aid on economic growth of Tanzania. The study used foreign aid as independent while GDP as dependent variable. The data was collected from 1976-2014 and Dynamic Ordinary Least Square Method was used to find the results. The study showed that foreign aid has negative impact on the economic growth of Tanzania.
Abdu (2015) studied the impact of foreign aid on economic growth of India for the period of 1981-2011. The study used domestic saving and real GDP as dependent variables and foreign assistance as independent variable. The Co-Integration Model was used to find the results. The findings of the study reveal that foreign aid had positively impacted the domestic saving of India which ultimately affects the growth of Indian economy positively.
Abouraia (2014) conducted a study to find out the impact of foreign aid on economic growth of Philippines. Dependent variable of study was GDP while the independent variable was foreign aid received by Philippines. Researcher used Regression Analysis and data for the period of 2009-2012. Results showed that foreign aid has positive impact on foreign aid in Philippines.
Bitew (2014) studied the effect of foreign aid on economic growth in Ethiopia. The data was used for the period of 1960-2013 and Time Series Model was used. The dependent variable was the growth rate GDP of Ethiopia and independent variable was foreign aid. The results of the study reveal that, in the long run foreign aid has positively impact on the economic growth of Ethiopia.
Fasanya and Onakoya (2012) studied the contribution of foreign aid in the acceleration of economic growth of Nigeria. The study used the data for the period of 1970-2010 and Augmented Dikey Filler (ADF) was used for the findings of the study. The dependent variable is economic growth while Independent variable was foreign aid. The findings of the study showed a positive impact of foreign aid on Nigeria's economic growth.
Qayyum and Haider (2008) aimed at finding the impact of foreign aid and foreign debt on economic growth of sixty developing countries. Foreign aid and foreign debt were the independent variables while GDP, inflation and labor force were dependent variables. The data range from 1984 to 2008 was taken and Fixed Effect Method was used to find the results. Study showed that Foreign aid have positive and significant impact on GDP and labor force while external debt have negative and significant impact on the GDP and labor force of the developing countries.
Ekanayake and Chatrna (2008) studied the effect of foreign aid on economic growth in developing countries. Foreign aid and GDP were the independent and dependent variables respectively. The researchers collected the annual data of 85 developing countries covering Asia, Africa, and Latin America and the Caribbean for the period 1980-2007. The study showed mixed results that is in some of the cases the results showed that foreign aid has positive impact on GDP growth while in some cases the results showed a negative impact of foreign aid on GDP growth.
Khaldi (2008) studied the impact of foreign aid on economic development of Jordan for the period of 1990-2005. The study used regression model for analysis of data, the dependent variable was economic development while foreign aid was used as independent variable. The results showed a positive relation between foreign aid and economic development of Jordan.
Moreira (2005) focused on evaluating the effect of foreign aid on economic growth of the 48 country. The study covered brief research on data of 48 countries across the world for the period 1970-1988. Research's dependent variable were savings and economic growth while independent variable was foreign aid. Using Regression Analysis the researcher found that the foreign aid has positive impact on savings and economic growth.
METHODOLOGY Theoretical Model
Khan and Rahim (1989) gave a model that showed a link between foreign aid, domestic savings, government expenditure and ultimately economic growth. The details of the model are given below:
Foreign Aid comes in a country through two ways one is through Government and other is through private firms. But in Pakistan we usually get foreign aid through our Government. The increase in foreign capital through foreign aid will help the Government to invest more in the investible resources that is the government expenditure will increase. The increase in government expenditure will increase the number of projects in a country which will ultimately help in increasing the employment rate of the country. With the more employment people will have more money to save and hence domestic savings will increase. And finally increase in domestic savings will lead to increase in GDP and will ultimately lead to more rapid economic growth.
Independent Variable
Our study has one independent variable that is foreign aid coming in Pakistan. The foreign aid is defined as following:
FOREIGN AID
Organization for Economic Cooperation and Development defines Foreign Aid as "foreign aid (or the equivalent term, foreign assistance) as financial flows, technical assistance, and commodities that are (1) designed to promote economic development and welfare as their main objective (thus excluding aid for military or other nondevelopment purposes); and (2) are provided as either grants or subsidized loans".
Dependent Variable
This study has three dependent variable; Gross Domestic Products, Domestic Savings and Government Expenditure. These are defined below:
GDP:
Business Dictionary defines Gross Domestic Product (GDP) as the value of country's overall output of goods and services during one fiscal year.
DOMESTIC SAVINGS:
Economic Times defines Domestic Savings as GDP minus final consumption expenditure. It includes savings of households sector, private corporate sector and public sector.
GOVERNMENT EXPENDITURE:
Financial Times defines Government expenditure or Public Expenditure as government's spending in order to achieve its planned budget.
Data Range, Collection and Source
Our study is based on secondary data only. To find out the impact of foreign aid on economic growth of Pakistan we have used the data range of 16 years that is from 1999 to 2015. Our primary source of collection of all the data regarding GDP growth, government expenditure, domestic savings and foreign aid are Annual Economic Survey of Pakistan and State Bank of Pakistan. Since there are four variables and seventeen years so the number of observations is 64.
Model Used
Since we have only one dependent variable that is foreign aid we have used Linear Regression Model to find out the results.
Reliability of Data
A test of reliability named Cronbach's Alpha was conducted, using SPSS, to know the percentage reliability of the data concerned with all four variables. The test found that the data is 0.642 or 64.42% reliable. The below given table shows the results of reliability test: Table 4 .2 shows that the number of observations for foreign aid and government expenditure were 25 each. And Person Correlation between foreign aid and government expenditure is 0.350 or 35.0 %. Table 4 .3 shows that the R square of foreign aid and government expenditure is 0.122 or 12.2% while the Adjusted R Square is 0.084 or 8.4%. Table 4 .4 shows the Anova results when government expenditure was kept as dependent and foreign aid was independent variable. It shows that β Coefficient of foreign aid and government expenditure is 0.087 or 8.7%. Table 4 .5 shows results of different tests. Pearson Correlation is 0.350 which is less that 0.50 hence it shows that there is no significant relationship among foreign aid and government expenditure. RSquare is 0.122 which is again less than 0.50 hence it also shows that foreign aid does not significantly effects government expenditure. In addition to this, β-Coefficient also shows that there is no significant relationship between foreign aid and government expenditure because 0.087 is lower than 0.50.
INTERPRETATIVE ANALYSIS
Chart 4.1 Scatterplot of Government Expenditure and Foreign Aid
Chart 4.1 shows the scatterplot of government expenditure and foreign aid. It shows that the data is too scattered and hence there is no significant relationship between government expenditure and foreign aid. Table 4 .8 shows that the R square of foreign aid and domestic savings is 0.178 or 17.8% while the Adjusted R Square is 0.143 or 14.3%. Table 4 .9 shows the Anova results when domestic savings were kept as dependent and foreign aid was independent variable. It shows that β Coefficient of foreign aid and domestic savings is 0.035 or 3.5%. Table 4 .10 shows results of different tests. Pearson Correlation is 0.422 which is less that 0.50 hence it shows that there is no significant relationship among foreign aid and domestic savings. R-Square is 0.178 which is again less than 0.50 hence it also shows that foreign aid does not significantly effects domestic savings. In addition to this, β-Coefficient also shows that there is no significant relationship between foreign aid and domestic savings because 0.035 is lower than 0.50.
Foreign Aid and Domestic Savings
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Chart 4.2 Scatterplot of Foreign Aid and Domestic Savings
Chart 4.1 shows the scatterplot of domestic savings and foreign aid. It shows that the data is too scattered and hence there is no significant relationship between domestic savings and foreign aid. Table 4 .13 shows that the R square of foreign aid and GDP is 0.158 or 15.8% while the Adjusted R Square is 0.122 or 12.2%. Table 4 .14 shows the Anova results when GDP was kept as dependent and foreign aid was independent variable. It shows that β Coefficient of foreign aid and GDP is 0.049 or 4.9%. Table 4 .15 shows results of different tests. Pearson Correlation is 0.398 which is less that 0.50 hence it shows that there is no significant relationship among foreign aid and GDP. R-Square is 0.158 which is again less than 0.50 hence it also shows that foreign aid does not significantly effects GDP. In addition to this, β-Coefficient also shows that there is no significant relationship between foreign aid and GDP since 0.049 is lower than 0.50. Chart 4.3 shows the scatterplot of gross domestic product and foreign aid. It shows that the data is too scattered and hence there is no significant relationship between GDP and foreign aid. 
Foreign Aid and Gross Domestic Product
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Summary of Results
CONCLUSION
The main aim of this study was to examine the impact of Foreign Aid on Economic Growth of Pakistan. To find out this impact, Gross Domestic Product (GDP) was used as a proxy of Economic Growth. This study uses data range from 1991 to 2015 to provide an updated view of impact of foreign aid on economic growth of Pakistan. To get a clear view, this study have three dependent variables such as government expenditure, domestic savings and GDP while the independent variable is foreign aid. The reliability of data relating to all these results was found using Cronbach's Alpha and it was measured to be 64%. To find out the impact of foreign aid on government expenditure, domestic savings and ultimately GDP, Linear Regression Model was used.
The results of Pearson Correlation, R-Square and β coefficient showed that foreign aid has no significant impact on government expenditure, domestic savings and GDP as all of these results were less than 0.50 significance level. Based on these findings, it is concluded that foreign aid is just increasing a dependence of Pakistan as it has no effect on Pakistan's economic growth and hence, government should try to reduce its dependence on foreign aid. Or in order to get benefit of foreign aid, it should be combined with proper governance.
Recommendations
This study has used data of 25 years that is from year 1991 to 2015, a further study can be conducted by using data of more previous years than 1991. Moreover, this study uses only Gross Domestic Product as a proxy of economic growth of Pakistan, a further study can be conducted by using more variables such as Gross National Product (GNP).
